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Agricultural Bank of China (ABC) [1288.HK]

Net Profit grew by 7.9% with above-average NIM; Maintain BUY

Agricultural Bank of China (ABC) [1288.HK] reported net profit of RMB179,461m for 2014, up 7.9%
year-on year (YoY), lower than market consensus (10.42%) and our forecast (12.96%) mainly due to
the lower growth of non-interest income (actual: 5.21% vs expected: 11.87%) and higher non-
performing loans (NPLs) (NPL ratio jumped to 1.54% from 1.22%). Formed from the merger of the
Farmers Bank of China and the Cooperation Bank, ABC enjoys a relatively low-cost rural funding
network, driving its above-average net interest margin (NIM 2.92% vs sector average 2.70%.), and in
current conditions relatively high NPL ratio (1.54% vs sector average 1.25%). On balance, the net
effect is positive for ABC, as seen in its relatively high impairment provision ratio (4.42% vs. sector
average 2.90%) which gives a comfortable buffer. We trim our net profit growth for 2015E from 13.1%
to 7.4% mainly due to faster interest rate liberalization process. Maintain BUY with a target price of
HK$4.78.

China Banking Sector

BUY

Close: HK$3.80 (Mar 24th, 2015)

® 2014 results highlights: Net profit grew by 7.9% from RMB166,211m to RMB 179,510m, lower
than market consensus and our own forecast. Net interest income increased by 14.27% (in line
with our expectation 14.89%) from RMB376,202m to RMB429,891m. Net fee and commission
income drop 3.8% to 80,123m mainly due to the Measures for the Administration of the Service
Prices of Commercial Banks issued by CBRC in August (The new measures requires banks to
lower or even cancel the fees from inter-bank transfer, account management and remote with-

Target Price: HK$4.78 (+25.2%)
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drawals). The bank also had to spend more on allowance for impairment losses as NPL ratio * TEEY
soar to 1.54%. Tier 1 CAR and CAR increased to 9.46% and 12.82% because of the issuance 2 1000
of preference shares and slightly lower dividend payout ratio (dropped from around 35% to 1 ‘l “ i l l w ' H “ 500
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® NIM among the highest, but it may face pressure from interest rate liberalization process: —TurnOver (RHS) e Price (LHS)
ABC'’s costs of funding (1.85%) was among the lowest because of its unique characteristic, and
also enjoyed larger net interest income from interbank business, thanks to its liquid balance Market Cap US$159,221m
H in: 0, 0,
sheet (_Ioan-dep05|t§ ratlo.. 64..61 % vs sector average 71.8% based on f)ld measures). Hoyvever, Shares Outstanding 324,794m
as full interest rate liberalization may come at the end of 2015, we believe ABC’s NIM will face
some pressure to shrink. Auditor PwC
Free Float (H-share) 17.1%
® Although NPL ratio is high, we still believe ABC has well prepared for credit deteriora-
tion; and considering trough valuation; Maintain BUY. Although NPL ratio increased to 92W range HK$2.697-4.10
1.54% as the credit quality worsened in retail/wholesale sector (3.69%) and manufacturing sec- 3M average daily T/O US$74m

tor (NPL 5.93%) (accounted for 80% of total NPLs size), we think the worst is over considering
the government will keep injecting liquidity into the market and there will likely be more cut on
interest rate to ease the burden on borrowers. We also believe the bank is well prepared for the
current credit environment with its conservative provision ratio (4.42% vs average 2.90%). Man-
agement mentioned the exposure to local government debts was RMB333.5bn (4% of total
loans), the NPL ratio of it was 0.2% covering by 20x allowance which fully covered the risks.
ABC is currently trading at 5.1x/0.8x 2015E PER/PBR, maintain BUY with TP HK$ 4.78.

Figure 1: Key Financials

Central Huijin 40.3%

Major Shareholder Ministry of Fin. 39.2%

Louis Liu — Analyst

Key Financials 2011 2012 2013 2014 2015E 2016E

Net interest income (RMBm) 307,199 341,879 376,202 429,891 455942 469,971

- Change (%) 26.86% 11.29%  10.04% 14.27%  6.06%  3.08% () €3l eb s

Non interest income (RMBm) 72,557 83,085 89,569 94,235 100,780 107,856 o ,

- Change (%) 44.82% 1451%  7.80%  521%  6.95%  7.02% louisliu@chinastock.com.hk
Net Profit (RMBm) 121,956 145,004 166,315 179,461 192,810 201,462

- Change (%) 28.50% 18.97%  14.63%  7.90%  7.44%  4.49%

NPL ratio (%) 155%  1.33%  1.22%  154%  1.38%  1.20% Wong Chi Man, CFA —Head of Research
Net Interest Margins (%) 2.85% 2.81% 2.79% 2.92% 2.75% 2.55%

PER (x) 8.0 6.8 6.0 5.5 5.1 4.9

PBR (x) 15 1.3 1.2 1.0 0.8 0.6 (852) 3698-6317

ROE (%) 20.46% 20.74%  20.89% 19.57%  16.53%  13.88%

ROA (%) 1.11%  1.16%  1.20%  1.18%  1.14%  1.10% .

DY (%) 436% 5.16%  587%  5.97% 6.42% 6.71% cmwong@chinastock.com.hk

Source: Company, CGIHK Research
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Figure 2: Income Statement & Balance Sheet

(Unit: Millions of RMB) 2012 2013 2014 2015 2016E[N (RMB m) 2011 2012 2013 2014 2015E 2016E

Income statement Balance sheet

Interest income 566,063 613,384 699,289 748239 785651  Assets:

Interest expense 224184 -237182 269,398 -292,297 -315681  Cashand deposits with central bank 2,487,082 2,613,111 2,603,802 2,743,065 2745808 2,759,537
Due from banks and non-bank

Net interest income 31,879 376202 429891 455942 469,971 financial institutions 873997 1300233 1443385 1,489,285 1,682,892 1,817,523

Fee and commission income 78573 89697 87,883 92277 97814  Loans and advances focustomers 5,398,863 6153411 6902522 773999 8,746,195 9,550,845

Feeand commission expense ~ -3,729  -6526  -7,760  -8652 9604  Financial investments 2636576 2,860,973 3228284 3582825 3941108 4,216,985

Net fee and commissionincor 74,844 83171 80,123 83625 88210  Propertyand equipment 131815 141490 150859 154950 156,500 159,629

Net trading gainfloss 3070 2360 1908 2200 2300  Deferred tax assets 45,698 56,949 74,075 78640 102232 132902

Net gainfloss on financial

instruments designated as at

fair value through profit or loss -309 989 1840 2000 1800  Otherassets 103546 118175 159175 185391 329775 395730

Other operating income, net 5480 5027 10364 12955 15546  Total assets 11,677,577 13244342 14,562,102 15,974,152 17,704,509 19,033,152

Operating income 424964 465771 524126 556,722 577,826

Operating expenses andloss ~ (237,037) (251,597) (291,869) (307,867) (317,804) Liabilities

Profit before tax 187,927 214174 232,257 248855 260,022  Due to central banks 50 66 104 80,121 104157 113,011

Income tax expense (42,796) (47,963) (52,747) (55992) (58,505)  Derivative financial liabilities 218694 164259 313894 379733 436693 480,362

Net profit attributed to Due to banks and non-bank

shareholders 145094 166315 179461 192810 201462 financial institutions 816,315 941,704 930504 1,187,085 1,246,439 1,308,761

Non-controlling interests 37 -104 49 52 55 Due to customers 9,622,026 10,862,935 11,811,411 12,533,397 13,786,737 14,613,941

Earnings per share (in RMB) 045 0.51 0.55 0.59 0.62 Deferred tax liabilities 27 15 8 43 45 45
Bonds payable 119300 192639 266261 325167 351,180 386,298

(%) 2012 2013 2014 20156 2016E[EOlGC == 251287 331,370 395383 435987 479586 527,544

Key Ratios Total liabilities 11,027,789 12,492,988 13,717,565 14,941,533 16,404,837 17,429,963

PIB: 1.31 118 0.96 0.76 0.62

PIE: 6.78 5.98 552 5.14 492 Equity:

Loan-to-deposit Ratio: 5022% 6117% 6461% 66.36% 68.36%  Share capital 324794 324794 3479 364738 404,794 404,794

Net interest income growth: 1129% 10.04% 1427%  6.06%  3.08%  Reserves and retained profits 324807 425,021 518,314 666,328 893278 1,197,011

Non interest income growth: 1451%  780% 521%  695%  7.02%  Non-controling interests 187 1,539 1,429 1,553 1,600 1,600

Profit Growth: 1897% 1463%  790%  744%  44%%  Total equity 649,788 751,354 844537 1,032619 1,299,672 1,603,405

NPL Ratios: 133%  122% 154%  1.38%  1.20%  Totalliabilities and equity 11,677,577 13,244,342 14,562,102 15,974,152 17,704,509 19,033,368

Interest Margin: 281%  279%  292%  275%  255%

Source: Company, CGIHK Research
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Figure 4: PBR
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Disclaimer

This research report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by China Galaxy International Securities (Hong Kong) Co., Limited, one of the subsidiaries of
the China Galaxy International Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no repre-
sentation or warranty (expressly or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong listed companies cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : noclear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved

No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

China Galaxy International Securities (Hong Kong) Co. Limited, CE No.AXM459
Room 3501-3507, 35/F, Cosco Tower, Grand Millennium Plaza, 183 Queen’s Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.




